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The Mexican sugar-processing industry remains in limbo because of uncertainty about whether
the government or private owners will control sugar mills expropriated by President Vicente Fox's
administration in 2001. That year the government seized control of 27 sugar mills, which were facing
bankruptcy because of financial mismanagement (see SourceMex, 2001-09-05).
The administration has spent about 900 million pesos (US$84.7 million) to renovate and modernize
the mills, which have been managed by a special government agency (Fondo de Empresas
Expropriadas del Sector Azucarero, FEESA).
The government's long-term plan initially was to resell the mills to private buyers. This plan has
hit a snag because the previous owners of the mills Consorcio Azucarero Escorpion (CAZE), Grupo
Azucarero Mexico (GAM), Industrial More, and Ingenios Santos filed lawsuits in an attempt to
reverse the expropriations.
The Mexican Supreme Court (Suprema Corte de Justicia de la Nacion, SCJN) has thus far ruled
in favor of the government in 16 of the 27 cases, but 11 remain unresolved. The uncertainty has
raised concerns among Mexican sugar- cane producers because the 27 mills represent almost half of
Mexico's sugar-processing facilities and have the capacity to handle about half the sugar processed
in Mexico annually.
Francisco Castro Gonzalez, president of the Union Nacional de Productores de Cana de Azucar
(UNPCA), said the legal uncertainty has limited investment in the mills. "We urge the SCJN to
resolve the remaining cases as soon as possible," said Castro.
Still, the sugar industry and producers say the government made the right decision in expropriating
the sugar mills. "One example of the benefits of expropriation is the San Cristobal mill, which
enjoyed its best production in history because of a simple repair," said Sen. Fidel Herrera Beltran,
a member of the former governing Partido Revolucionario Institucional (PRI). Herrera represents
Veracruz, one of Mexico's top sugar-producing states.
The UNPCA and other producer groups have expressed interest in forming cooperatives to acquire
some of the mills from the government once they are placed on the auction block. FEESA sources
said, however, the litigation could prevent the sale of the plants, which would mean that the agency
could continue to manage all 27 facilities for at least another five years unless the cases are resolved
soon.
Some sugar-producer organizations are expecting sugar production for the current NovemberOctober crop year at 4.845 million MT, slightly below the previous year's level. Sugar production
is down slightly because the need for repairs caused several mills to begin processing late and
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because poor weather slowed deliveries of sugar cane. Herrera said domestic demand should be
strong enough this year to absorb a large share of Mexico's domestic production and defuse, at least
temporarily, a conflict with the US regarding the sugar provisions in the North American Free Trade
Agreement (NAFTA). The original text of NAFTA obligated the US to take all of Mexico's excess
production, beginning with the 2000-2001 crop year.
An informal agreement negotiated later by former Trade Secretary Jaime Serra Puche and ex-US
Trade Representative Mickey Kantor reduced the amount of sugar the US was obligated to acquire
from Mexico. In recent years, Mexican officials have sought to force the US to comply with the
original provision, which has created strong tensions between the two countries (see SourceMex,
2000-05-31, 2000-08-09 and 2001-08-15).

Soft drink industry remains major sugar user
One step that Mexico has taken to boost domestic demand is to ensure that soft-drink
manufacturers continue to use sugar instead of US high-fructose corn syrup in the production of soft
drinks (see SourceMex, 2002-01-06). This move has increased tensions with the US even further (see
SourceMex, 2002-02-20 and 2003-05-28).
The Mexican soft-drink industry has begun to expand in recent years because of continued growth
in the already strong demand for soft drinks. On average, Mexicans drink about 150 liters of soft
drinks per capita each year. Coca-Cola FEMSA, which controls more than 70% of the market,
reported a 7% increase in demand for its products during 2002.
An annual report published by the Coca-Cola Company in Atlanta said Mexico accounted for 11%
of the company's sales worldwide last year. PepsiCo, which controls a more modest 18% of the
Mexican soft-drink market through its subsidiary Pepsi Gemex, is also pushing for increased sales.
The company controls about 50% of the sales in northeastern Mexico.
Analysts say Coca-Cola FEMSA and Pepsi Gemex are engaged in an intense publicity battle to gain
market share, which should boost demand for their products. But the two companies are now having
to face a new competitor, Grupo Kola Real de Peru. The Peruvian-based company, which opened
a manufacturing plant in Puebla in mid-2002, has rapidly boosted sales of its Big Cola product in
targeted markets like Puebla, Guadalajara, and Mexico City.
Big Cola's low price has attracted consumers. It sells at 8.60 pesos to 9.00 pesos (US$0.81) for a 2
1/2 liter bottle, compared with 15 pesos (US$1.41) for similar Coca Cola and PepsiCo products. The
company has managed to earn a profit by keeping its distribution costs down through the use of
independent contractors.
Still, Big Cola is not expected to become a huge threat to Coke and Pepsi because of its limited
production capacity. "Its competitiveness is limited to a few small regions where the company can
compete with lower prices," said Jose Antonio, a beverage-industry analyst at Interacciones Casa de
Bolsa. Big Cola may be competing heavily with some smaller manufacturers in the market for nonalcoholic beverages.
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Still, the biggest threat to family-owned companies are the large multinational companies like Coca
Cola, Pepsi Co., Nestle, and Unilever. Many of those companies are having to file for bankruptcy
protection or sell their operations to other multinational companies. One such case involves Jugos
del Valle, which filed for protection after negotiations to sell the operation to Kraft Foods of North
America fell through.
Analysts say Jugos del Valle, which has been Mexico's second-largest manufacturer of fruit juices,
cannot compete without matching the large-scale investments of its multinational competitors. "The
industry is becoming consolidated in the large companies like Pepsi Bottling Group, Coca ColaFEMSA, Contal, and Arca," one industry specialist told the daily business newspaper El Financiero.
"The small companies will not be able to survive under this type of competition." [Note: Peso-dollar
conversions in this article are based on the Interbank rate in effect on June 11, reported at 10.62
pesos per US$1.00] (Sources: The News, 09/27/02; Spanish news service EFE, 02/20/03; Reforma,
01/30/03, 01/31/03, 02/03/03, 02/07/03, 03/31/03; La Jornada, 02/03/03, 04/29/03; El Sol de Mexico,
04/28/03, 04/29/03; El Financiero, 03/11/03, 06/05/03, 06/09/03; Milenio Diario, 04/23/03, 05/09/03; La
Cronica de Hoy, 04/23/03; El Universal, 04/23/03)
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